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T h e  r e s u r g e n c e  o f  c r e a t i v e  a c c o u n t i n g  h a s  b e c o m e  a n  i s s u e  o f  c o n c e r n  g l o b a l l y .  T h e  
c o n f l i c t s  o f  i n t e r e s t  a m o n g  d i f f e r e n t  i n t e r e s t  g r o u p s  a m o n g s t  o t h e r s  r e p r e s e n t  t h e  r e a l  
c a u s e s  o f  c r e a t i v e  a c c o u n t i n g .  T h i s  s t u d y  f o c u s e d  o n  d e t e r m i n a n t s  o f  c r e a t i v e  a c c o u n t i n g  
t o  d e t e r m i n e  w h e t h e r  t h e  i d e n t i f i e d  c a u s e s  s u c h  a s  e m p l o y e e s  a n d  t o p  m a n a g e m e n t  
c o m p e n s a t i o n  p a c k a g e  t i e d  t o  p e r f o r m a n c e ,  l o o p h o l e  i n  G A A P ,  f l e x i b i l i t y  i n  a c c o u n t i n g  
s t a n d a r d ,  a g e n c y  r a t i n g ,  s h a r e h o l d e r s '  d e m a n d  f o r  r e g u l a r  d i v i d e n d  a n d  i m p r o v e d  
e a r n i n g ,  a c t u a l l y  e n c o u r a g e  c r e a t i v e  a c c o u n t i n g  o r  t h a t  t h e y  a r e  a  p r o d u c t  o f  i n t u i t i o n  
t h a t  h a v e  n o  e m p i r i c a l  b a s i s .  T h e  s t u d y  m a d e  u s e  o f  p r i m a r y  s u r v e y  d a t a  s o u r c e d  
t h r o u g h  t h e  a d m i n i s t r a t i o n  o f  q u e s t i o n n a i r e s  o n  2 0 0  r e s p o n d e n t s  u s i n g  r a n d o m  
s a m p l i n g .  T h r e e  h y p o t h e s e s  w e r e  t e s t e d  u s i n g  C h i  s q u a r e  t e s t  s t a t i s t i c .  T h e  t h r e e  n u l l  
h y p o t h e s e s  w e r e  r e j e c t e d .  T h e  r e s e a r c h e r s  t h e r e f o r e  c o n c l u d e  t h a t  t h e  i d e n t i f i e d  f a c t o r s  
a c t u a l l y  c o r r e l a t e  w i t h  c r e a t i v e  a c c o u n t i n g .  I t  i s  r e c o m m e n d e d  a m o n g s t  o t h e r s  t h a t  t h e  
p o l i c y  m a k e r s  a n d  r e g u l a t o r s  s h o u l d  e n s u r e  t h e  b r i d g i n g  o f  t h e  g a p  a n d  l o o p h o l e s  
i n h e r e n t  i n  G A A P  a n d  a c c o u n t i n g  s t a n d a r d s .  I n v e s t i n g  p u b l i c  s h o u l d  a l s o  b e  e n l i g h t e n e d  
t o  f r o w n  a t  c r e a t i v e  a c c o u n t i n g  u n d e r  a n y  g u i s e  b e c a u s e  o f  i t s  r e m o t e  c o n s e q u e n c e s  
o n  t h e i r  i n v e s t m e n t s .  
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Determinants Of Creative Accounting 
Introduction 
Creative accounting cannot be separated from information disclosure 
and financial reporting since it is usually carried out in an attempt to report financial 
information in such a way that makes it look better than it would have been if reported 
objectively (Izedonmi, 2006). Accurate, relevant and reliable disclosures are seen as a 
means of enhancing corporate image, reduce cost of capital, and improve marketability 
of shares. It also facilitates the acquisition of long term fund, enables management to 
properly account for the resources put in their care, and also acts as a spur to the 
growth and development of capital market. 
The accounting profession and the business world at large have experienced an 
unimaginable shock occasioned by manipulation of records and financial statement 
tagged 'creative accounting', 'window dressing', 'earnings management', and 'balance 
sheet engineering'(Izedonmi, 2006). Creative accounting in an unimaginable dimension 
has led to the fall of companies' world over._ Like in the scandal cases of Cadbury 
Nigeria Pic, Nigerian banks failure (2005 and 2009), Enron in the United States of 
America and World Com in the United States of America amongst others. Thus, the 
ethical values of the accounting profession are being tarnished by questionable 
accounting practices 
Creative accounting is characterized by excessive manipulation, complications and the 
use of 'novel' ways of reporting income, assets and liabilities. According to Osaze 
(1998:32) creative accounting can be seen as the manipulation of normal accounting 
and financial statements by moving accounts around, changing their locations and 
subheads, redefining accounts and even inflating accounts in order to present an 
attractive picture of the state of health of an organisation or a rosier one depending on 
the objectives being pursued". Fortin (2008) perceived creative accounting as "using 
the flexibility within the accounting process to present a preferred picture of the firm at 
a point in time". 
According to Amat, Blake and Dowds (1999:6) creative accounting is defined as "a 
process whereby accountants use their knowledge of accounting rules to manipulate 
the figures reported in the accounts of a business. A strict application of this definition 
makes no moral judgment about creativity in accounting, as in every other creative 
pursuit, crime, and creativity independent of each other. According to Oxford Advanced 
Learner's Dictionary creative accounting is defined as a way of doing or presenting the 
accounts of a business that might not show what the true situation really is. 
A lot had been said on creative accounting, its causes and possible future impact on 
organization( Sen and Inanga, 2004:5; Adegbaju and Umoren, 2002: 165). However, 
researchers in Nigeria (Osaze, 1998, Adegbaju and Umoren, 2002) have concentrated 
more on the impacts or implications of creative accounting with little or no effort to 
determine whether some of the factors so identified as the causes of creative accounting 
actually impact significantly on creative accounting. Accordingly, the objective of this 
study is to determine empirically whether some hitherto identified factors such as 
employees and top management compensation package tied to performance, loophole 
in GAAP, flexibility in accounting standard, agency rating, shareholders' demand for 
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T h e  S o c i a l  a n d  m a n a g e m e n t  s c i e n t i s t s  
i n  G A A P ,  f l e x i b i l i t y  i n  a c c o u n t i n g  s t a n d a r d ,  a g e n c y  r a t i n g ,  s h a r e h o l d e r s '  d e m a n d  f o r  
r e g u l a r  d i v i d e n d  a n d  i m p r o v e d  e a r n i n g  a r e  t h e  r o o t  c a u s e s  o f  c r e a t i v e  a c c o u n t i n g  a n d  
h o w  b e s t  t o  m a k e  t h e m  a  t h i n g  o f  t h e  p a s t .  T h i s  h a s  i m p o r t a n t  i m p l i c a t i o n s  f o r  r e g u l a t o r s  
a n d  p o l i c y  m a k e r s  w h o  w i s h  t o  e n c o u r a g e  t r a n s p a r e n t  r e p o r t i n g  p r a c t i c e s .  
T h e  p a p e r  i s  d i v i d e d  i n t o  f o u r  s e c t i o n s .  T h e  f o r e g o i n g  s e c t i o n  i n t r o d u c e s  t h e  p a p e r ,  
s e c t i o n  t w o  d e a l s  w i t h  l i t e r a t u r e  r e s e a r c h  t h e  d e t e r m i n a n t s  o f  c r e a t i v e  a c c o u n t i n g  w h i l e  
s e c t i o n  t h r e e ,  f o u r  a n d  f i v e  d e a l s  w i t h  r e s e a r c h  m e t h o d o l o g y ,  a n a l y s i s  o f  t h e  r e s u l t  a n d  
r e c o m m e n d a t i o n  a n d  c o n c l u s i o n  r e s p e c t i v e l y .  
L i t e r a t u r e  r e v i e w  
I n  t h e  w o r d s  o f  M e r c h a n t s  a n d  R o c k n e s s  ( 1 9 9 4 )  c r e a t i v e  a c c o u n t i n g  i s  a n  a c t i o n  o n  t h e  
p a r t  o f  m a n a g e m e n t  w h i c h  a f f e c t s  r e p o r t e d  i n c o m e  a n d  p r o v i d e s  n o  t r u e  e c o n o m i c  
a d v a n t a g e  t o  t h e  o r g a n i s a t i o n  a n d  m a y  i n  f a c t ,  i n  t h e  l o n g  r u n ,  b e  d e t r i m e n t a l .  T h e  
t e r m  c r e a t i v e  a c c o u n t i n g  i s  w i d e l y  u s e d  t o  d e s c r i b e  a c c e p t e d  a c c o u n t i n g  t e c h n i q u e s ,  
w h i c h  p e r m i t  c o r p o r a t i o n s  t o  r e p o r t  f i n a n c i a l  r e s u l t s  t h a t  m a y  n o t  a c c u r a t e l y  p o r t r a y  
t h e  s u b s t a n c e  o f  t h e i r  b u s i n e s s  a c t i v i t i e s .  C r e a t i v e  a c c o u n t i n g  i s  r e c o g n i s e d  a s  a  s y n o n y m  
f o r  d e c e p t i v e  a c c o u n t i n g  w h i c h  r e m a i n s  i n  u s e  a s  G e n e r a l l y  A c c e p t e d  A c c o u n t i n g  P r a c t i c e  
( G A A P ) ,  e v e n  t h o u g h  t h e y  h a v e  b e e n  s h o w n  t o  b e  d e c e p t i v e  i n  m a n y  c a s e s .  T h e  
i m p l i c a t i o n  o f  t h e s e  d e f i n i t i o n s  i s  t h a t  c r e a t i v e  a c c o u n t i n g  i s  n o t  n e c e s s a r i l y  a  d e p a r t u r e  
f r o m  t h e  s t a n d a r d  o f  a c c o u n t i n g  a n d  f i n a n c i a l  r e p o r t i n g  a s  s t i p u l a t e d  i n  t h e  a c c o u n t i n g  
s t a n d a r d  o r  G A A P  b u t  a n  i n d i c a t i o n  t h a t  g i v e  r o o m  f o r  f r a u d u l e n t ,  a g g r e s s i v e  r e p o r t i n g  
a n d  f i n a n c i a l  m i s r e p r e s e n t a t i o n  t h a t  i s  n o t  i n  t h e  b e s t  i n t e r e s t  o f  t h e  u s e r s  o f  f i n a n c i a l  
s t a t e m e n t s  a n d  t h e  g o i n g  c o n c e r n  o f  a n y  o r g a n i s a t i o n .  
A c c o r d i n g  t o  A s e i n  ( 2 0 0 2 : 2 8 ) ,  t h e  i n t e r n a t i o n a l  A c c o u n t i n g  S t a n d a r d  ( l A S )  n o w  k n o w n  
a s  I n t e r n a t i o n a l  F i n a n c i a l  R e p o r t i n g  S t a n d a r d  ( I F R S )  a l l o w s  m a n a g e m e n t  o f  c o r p o r a t e  
o r g a n i s a t i o n  t o  c h o o s e  a n d  c o n s i s t e n t l y  a p p l y  a n y  f i n a n c i a l  r e p o r t i n g  f r a m e w o r k  t h e y  
d e s i r e .  A l l  a c c o u n t i n g  p r i n c i p l e s  a p p l i e d  i n  t h e  g e n e r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  m u s t  
b e  d i s c l o s e d  i n c l u d i n g ,  i f  n e e d  b e ,  t h e  r e a s o n  f o r  c h a n g i n g  a c c o u n t i n g  p o l i c i e s .  I n  
p a r t i c u l a r ,  l A S  5  i n f o r m a t i o n  t o  b e  d i s c l o s e d  i n  f i n a n c i a l  s t a t e m e n t s  c a l l  f o r  d i s c l o s u r e s  
o f  " s i g n i f i c a n t "  i n t e r - c o m p a n y  t r a n s a c t i o n s  a n d  i n v e s t m e n t s  i n  a n d  b a l a n c e  w i t h  g r o u p  
a n d  a s s o c i a t e d  c o m p a n i e s  a n d  w i t h  d i r e c t o r s .  T h e  w o r d  " s i g n i f i c a n t "  a s  i n d i c a t e d  b y  
t h e  s t a n d a r d  i s  a  l o o s e  a n d  a m b i g u o u s  p r o v i s i o n  t h a t  d i r e c t o r s  c a n  h i d e  u n d e r  t o  
" w i n d o w  d r e s s "  f i n a n c i a l  s t a t e m e n t s .  W h i l e  s o m e  r e s e a r c h e r s  a r e  o f  t h e  o p i n i o n  t h a t  
c r e a t i v e  a c c o u n t i n g  a r e  d e c e p t i o n  ( M e t c a l f  1 9 7 7 ) ,  m a n i p u l a t i o n  ( A m a t  e t  a l ,  1 9 9 9 )  
m a y  i n  t h e  l o n g  r u n  b e  d e t r i m e n t a l  ( M e r c h a n t  a n d  R o c k n e s s  ( 1 9 9 4 ) .  C r e a t i v e  a c c o u n t i n g  
o n  t h e  o t h e r  h a n d  c o u l d  b e  a  b l e s s i n g  i n  s o m e  r e s p e c t .  
A c c o u n t i n g  t o  S e n  a n d  ! n a n g a  ( 2 0 0 4 :  5 )  c r e a t i v e  a c c o u n t i n g  i s  a  b l e s s i n g  w h e r e  
s o m e t h i n g  n e w  i s  i n t r o d u c e d  t o  r e f i n e  t h e  a c c o u n t i n g  s y s t e m  a n d  t h e r e f o r e  b e c o m e s  
a n  a d d i t i o n  t o  t h e  e x i s t i n g  s t o c k  o f  a c c o u n t i n g  k n o w l e d g e .  I t  i s  u s e d  i n  s a l e  a n d  
l e a s e b a c k  o f  a s s e t s ,  v a l u a t i o n  o f  h u m a n  r e s o u r c e s ,  w a r d i n g  o f f  m e r g e r s  a n d  a c q u i s i t i o n s  
( O s a z e  1 9 9 8 :  3 2 ) .  H o w e v e r ,  t h e s e  r e s e a r c h e r s  a r e  o f  t h e  o p i n i o n  t h a t  s i n c e  c r e a t i v e  
a c c o u n t i n g  i n v o l v e s  f i n a n c i a l  i n f o r m a t i o n  i n  s u c h  a w a y  t h a t  m a k e s  i t  l o o k s  b e t t e r  t h a n  
w h a t  i t  w o u l d  h a v e  b e e n  o b j e c t i v e l y  r e p o r t e d ,  t h i s  i s  u s u a l l y  d e t r i m e n t a l  t o  t h e  
s h a r e h o l d e r s  a n d  m a y  a d v e r s e l y  a f f e c t  t h e  g o i n g  c o n c e r n  a s s u m p t i o n  o f  r e p o r t i n g  
e n t i t y .  
F o r m s  o f  C r e a t i v e  A c c o u n t i n g  
D i f f e r e n t  o r g a n i s a t i o n s  e m p l o y  d i f f e r e n t  m e t h o d s  d e p e n d i n g  o n  t h e i r  m o t i v e  f o r  e n g a g i n g  
i n  c r e a t i v e  a c c o u n t i n g .  A c c o r d i n g  t o  I z e d o n m i  ( 2 0 0 6 )  " c r e a t i v e  a c c o u n t i n g  c o u l d  b e  
m o t i v a t e d  b y  f l e x i b i l i t y  a n d  l o o p h o l e s  i n  a c c o u n t i n g  s t a n d a r d  a n d  G A A P  w h i c h  i s  
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Determinants Of Creative Accounting 
evident in the accounting policy that allows different methods of depreciating an asset 
and stock valuation". According to Fortin (2008) creative can be done through: 
accounting induced operational and financial decisions, choice of accounting policies, 
Manipulation of accounting estimates and fraudulent transactions. 
Naser( 1993:45) perceives that the accounting system in Anglo-Saxon countries are 
particularly prone to such manipulation because of the freedom of choice it permits to 
choose accounting policy management perceive is more favourable to the organisation. 
Business analyst, accountants and shareholders who have been caught in the web of 
creative accounting will agree that there are weakness in the current accounts standards 
and GAAP which makes it easier to indulge in the evil act called creative accounting 
which could be in the form of: (i) not making adequate provision for doubtful or bad 
debt; (ii) over valuation of assets; (iii) arbitrarily changing method of depreciation; 
(iv) arbitrary changing method of inventory valuation; (v) capitalising expenses that 
should be written off within the accounting cycle or current accounting period; (vi) 
recording revenue to boost income in anticipation for sales; (vii) creating secret reserves 
in anticipation for learn year (viii) not following the proper accrual concept in order to 
unduly boost earnings; (ix) intentional omission of transaction(s) from financial 
statements; and (x) manipulation or alteration of financial records. 
Motivation for Creative Accounting 
The shareholders of companies are constantly interested in receiving dividend income 
coupled with future capital appreciation of their investment, the director wants to 
retain their job by reporting more earning on which their bonuses are based atimes, 
while trying to minimise tax liabilities payable to the relevant tax authority, and also 
satisfy customers, credit rating agencies, employees and trade unions. An attempt to 
satisfy the conflicting interesting interest of all these parties call for effective and efficient 
management of organisational resources lack of which make some directors to capitalise 
on the loopholes in the accounting standard and GAAP to indulge in financial 
manipulation called creative accounting. 
According to Adegbaju and Umoren (2002: 171) one commonly accepted incentive for 
the systemic over-reporting of corporate income which came to light in 2002 was the 
granting of stock options as part of executive compensation package, stock options 
could be most profitably exercised when income is exaggerated and the stock can be 
sold at an inflated profit. Billings et al (2009:7) noted that compensation package tied 
to performance in terms of reported earnings encourage financial manipulation. 
Obviously, the motive of incentive tied to performance, which was to spur managers 
to higher levels of performance, could result in an attempt by manager to report and 
present financial information in a better way than it would have been if reported 
objectively. According to Mulford (2002) companies engage in creative accounting 
because of expected rewards. 
The need to ensure consistency in the reported earning to satisfy the shareholders 
demand, expectation of dividend income and future capital appreciation, which is 
largely influenced by the performance of the reporting entity, is another motivation for 
financial manipulation. This has led to the practice such as income smoothing, this is 
achieved by making unnecessarily high provision for liabilities and against the assets 
values in good years so that these provisions can be reduced thereby improving reported 
profits in bad years (Amat et al, 1999). This is done to avoid raising shareholders 
expectation so high that the companies are unable to achieve subsequent year. This 












T h e  S o c i a l  a n d  m a n a g e m e n t  s c i e n t i s t s  
C r e a t i v e  a c c o u n t i n g  c o u l d  b e  c a u s e d  b y  f l e x i b i l i t y  a n d  l o o p h o l e s  i n  a c c o u n t i n g  s t a n d a r d  
a n d  G A A P ,  w b i c h  i s  e v i d e n t  i n  t h e  a c c o u n t i n g  p o l i c y  t h a t  a l l o w s  d i f f e r e n t  m e t h o d s  o f  
d e p r e c i a t i n g  a n  a s s e t  a n d  s t o c k  v a l u a t i o n  ( I z e d o n m i ,  2 0 0 6 ) .  S e v e r a l  e x i s t i n g  s t a n d a r d s  
a r e  o p e n  t o  a b u s e .  F o r  i n s t a n c e  m a n a g e m e n t  m a y  a d o p t  a n y  o f  t h e  f o l l o w i n g  m e t h o d  
o f  s t o c k  v a l u a t i o n  s u c h  a s  F i r s t  i n  f i r s t  o u t  ( F I F O )  o r  w e i g h t e d  a v e r a g e  m e t h o d  w h i c h  
h a s  v a r y i n g  i m p l i c a t i o n s  o n  t h e  r e p o r t e d  e a r n i n g s .  M a n a g e m e n t  t h e r e f o r e  c a n  c h a n g e  
t o  a n y  m e t h o d  t h a t  s u i t  t h e i r  m o t i v e s .  T h e  q u e s t i o n  i s  w h y  t h i s  f l e x i b i l i t y  s h o u l d  
c o n t i n u e  s i n c e  t h e y  h a v e  d o n e  m o r e  h a r m  t h a n  g o o d  t o  t h e  f i n a n c i a l  w o r l d .  
A n  a t t e m p t  t o  o p e r a t e  w i t h i n  t h e  c o n f i n e  o f  t h e  r e s t r i c t i v e  c o v e n a n t  a n d  a l s o  p r e s e n t s  
t h e  c o m p a n y  l e s s  r i s k y  t h a n  i t  i s  t o  t h e  i n v e s t i n g  p u b l i c  f o r c e s  m a n a g e m e n t  t o  i n d u l g e  
i n  f i n a n c i a l  m a n i p u l a t i o n s .  A c c o u n t i n g  t o  S w e e n e y  ( 1 9 9 4 )  " c o m p a n i e s  n e a r i n g  v i o l a t i o n s  
o f  d e b t  c o v e n a n t  a r e  t w o  t o  t h r e e  t i m e s  m o r e  l i k e l y  t o  m a k e  i n c o m e  i n c r e a s i n g  a c c o u n t i n g  
p o l i c y  c h a n g e  t h a n  o t h e r  c o m p a n i e s " .  A  h i g h  d e g r e e  o f  f i n a n c i a l  l e v e r a g e  m a k e s  a  
c o m p a n y  q u i t e  v u l n e r a b l e  t o  c h a n g e s  i n  e a r n i n g s  a n d  a l s o ,  i t  q u i t e  d i f f i c u l t  t o  r a i s e  
f u n d s  e x t e r n a l l y  f o r  f i n a n c i n g  g r o w t h  ( P a n d e y ,  2 0 0 1 :  7 7 7 ) .  A c c o r d i n g  t o  S h i m  a n d  
S i e g e l  ( 1 9 9 9 : 3 3 8 )  " s o m e t i m e s  t h e r e  i s  c r e d i t  a g r e e m e n t  t h a t  w i l l  l i m i t  t h e  a m o u n t  o f  
c a s h  d i v i d e n d s  t h a t  m a y  b e  p a i d " .  T h i s  m a k e s  s u c h  c o m p a n i e s  t o  a r r a n g e  t h e i r  a f f a i r s  
i n  s u c h  a  w a y  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  s h o w  a  r o s i e r  p i c t u r e  t h a n  i t  w o u l d  h a v e  
b e e n .  ·  
S o m e  i m p o r t a n t  f a c t o r s  a r e  r a t i n g s  a n d  a n a l y s t  s p e c u l a t o r s .  T h e  c o m p a n y  d i r e c t o r s  
a r e  a w a r e  o f  t h e s e  ( a s  i n  t h e  c a s e  o f  E n  r o n )  a n d  w i l l  w a n t  t o  d o  e v e r y t h i n g  p o s s i b l e  s o  
t h a t  t h e  r e p o r t e d  p r o f i t s  m e e t  o r  s u r p a s s  a n a l y s t  f o r e c a s t s  a n d  a t  t h e  r o o t  o f  t h i s  i s  
f i n a n c i a l  m a n i p u l a t i o n .  P r o f i t s  f a l l i n g  s i g n i f i c a n t l y  b e l o w  t h e  a n a l y s t s  f o r e c a s t e d  p r o f i t s  
m i g h t  l e a d  t o  p a n i c  s e l l i n g  o f  t h e  c o m p a n y ' s  s h a r e s ,  w h i l e  r e p o r t i n g  a  p r o f i t  g r e a t l y  i n  
e x c e s s  o f  t h e  f o r e c a s t  w i l l  l e a d  t o  u n r e a l i s t i c  e x p e c t a t i o n s  t h e  f o l l o w i n g  y e a r .  F o x  
( 1 9 9 7 )  r e p o r t s  o n  h o w  a c c o u n t i n g  p o l i c i e s  a t  t h e  M i c r o s o f t  a r e  d e s i g n e d  w i t h i n  t h e  
n o r m a l  a c c o u n t i n g  r u l e s  t o  m a t c h  r e p o r t e d  e a r n i n g s  t o  p r o f i t s  f o r e c a s t .  
C o r p o r a t e  g o v e r n a n c e  h a s  a s s u m e d  v e r y  i m p o r t a n t  r o l e s  i n  r e c e n t  t i m e s .  A u d i t  
c o m m i t t e e  i s  a  c o r p o r a t e  g o v e r n a n c e  a g e n t  t h a t  i s  m e a n t  t o  s t r e n g t h e n  t h e  r o l e  o f  
e x t e r n a l  a u d i t o r s  a n d  p r o v i d e s  c h e c k s  a n d  b a l a n c e s  t o  m a n a g e m e n t  i n  e f f i c i e n t l y  
a c h i e v i n g  t h e  o r g a n i s a t i o n a l  g o a l .  M a n y  C o m m i s s i o n s  h a v e  z e r o e d  i n  o n  c o r p o r a t e  
g o v e r n a n c e  a s  t h e  a r r o w h e a d  o f  t h e  s u c c e s s  a n d  c o n t i n u e d  p r o s p e r i t y  o f  c o m p a n i e s  
( A k i n w o l e m i w a ,  2 0 0 5 ;  4 ) .  A c c o r d i n g  t o  S E C  ( 2 0 0 3 )  C o d e  o f  B e s t  P r a c t i c e ,  m e m b e r s  
o f  t h e  a u d i t  c o m m i t t e e  s h o u l d  b e  a b l e  t o  r e a d  a n d  u n d e r s t a n d  b a s i c  f i n a n c i a l  s t a t e m e n t  
w i t h  a  t h o r o u g h  u n d e r s t a n d i n g  o f  t h e  b u s i n e s s ,  i t s  p r o d u c t  a n d  s e r v i c e s ,  a  r e a s o n a b l e  
k n o w l e d g e  o f  t h e  r i s k s  f a c i n g  t h e  c o m p a n y  a n d  t h e  e s s e n t i a l  c o n t r o l s  t h e  c o m p a n y  h a s  
i n  p l a c e .  A t  t h e  r o o t  o f  e v e r y  f i n a n c i a l  m a n i p u l a t i o n  a n d  f r a u d u l e n t  r e p o r t i n g  i s  a  n o n -
f u n c t i o n a l  a u d i t  c o m m i t t e e  ( a s  i n  t h e  c a s e  o f  E n  r o n ) .  A s e i n  ( 2 0 0 2 : 2 9 )  p o s i t e d  t h a t  
m e m b e r s  o f  t h e  a u d i t  c o m m i t t e e  w e r e  n o t  k n o w n  t o  p o s s e s s  a c c o u n t i n g  e x p e r t i s e  
p a r t i c u l a r l y  a s  i t  a p p l i e s  t o  t h e  e f f i c a c y  o f  i n t e r n a l  c o n t r o l  m e a s u r e .  
A  n u m b e r  o f  c o m p a n i e s  e n g a g e  i n  f i n a n c i a l  m a n i p u l a t i o n s  b y  c o n c e a l i n g  t h e i r  t r u e  
f i n a n c i a l  p i c t u r e  w h e n  i s s u i n g  p r o s p e c t u s  t o  r a i s e  f u n d  ( i n  f o r m  o f  s h a r e  c a p i t a l )  f r o m  
t h e  m e m b e r s  o f  t h e  p u b l i c  a s  i n  t h e  c a s e  o f  A f r i c a n  P e t r o l e u m  N i g e r i a  P i c .  T h e  
m a n a g e m e n t  u n d e r s t a t e d  t h e  t r u e  d e b t  p o s i t i o n  i n  t h e  p r o s p e c t u s  i s s u e d  i n  2 0 0 1 .  
S o m e  c o m p a n i e s  a l s o  e n g a g e  i n  f i n a n c i a l  m a n i p u l a t i o n  a s  a n  a n t i  m e r g e r  t a c t i c s  t o  
w a r d  o f f  h o s t i l e  t a k e  o v e r  b i d d e r s .  M a n y  s h a r e h o l d e r s  n o  l o n g e r  t r u s t  a c c o u n t a n t s  a n d  
a u d i t o r s  ( A d e g b a j u  a n d  U m o r e n ,  2 0 0 2 :  1 7 2 ) .  T o  r e s t o r e  b u s i n e s s  a n d  p u b l i c  c o n f i d e n c e  
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Determinants Of Creative Accounting 
accountants must be conversant with the real causes of creative accounting and devise 
strategies for addressing them. 
Research hypotheses 
The following research hypotheses are statistically tested to determine whether some 
hitherto identified causes actually/ significantly motivate management to indulge in 
creative accounting. 
1 H1: There is significant relationship between employees and top management 
compensation package tied to performance and creative accounting 
2 H1: There is significant relationship between loophole in GAAP, flexibility in accounting 
standard, agency rating and creative accounting. 
3 H1: There is significant relationship between shareholders demand for regular 
dividend and improved earnings and creative accounting. 
Methodology 
The study made use of primary data sourced through the use of 200 questionnaires 
administered on a group of respondents that covered Nigerian investors and accountants 
both in the academic and the practice. The survey questionnaire was divided into two 
parts. Part one covers the bio-statistical data while part two covers determinants of 
creative accounting designed on a 5- point Likert scale. The scales are very high (5 
points), high ( 4 points), moderately high (3 points), low (2 points) and very low (1 
point). One hundred and forty six questionnaires were returned representing 73% 
response rate. The analysis of the result was based on the valid 146 questionnaires 
returned by the respondents. Out of this number [146], only 125 questionnaires 
representing 86.5% was valid while the remaining 21 representing 14.6% was not 
valid. Simple frequencies table indicating percentages and chi square (X2) statistical 
technique were used to analyse the data collected. The analysis was done to determine 
whether some hitherto so identify causes actually/ significantly motivate/impact creative 
accounting or they are just institution arising out tradition and researchers intuition. 
Findings · 
The data was analysed and the results are as below: 
1. 50.4% respondents are qualified with less than HND, 35.2% have HND/BSc, 
while 14.4% have professional qualifications in addition to their first degree. 
Most of the respondents are well educated and are able to appreciate the subject 
matter thus gave proper responses. 
2. Majority of the respondents (12.8% very high, 28.8% high and 26.8% 
moderate) are aware about the incidence of financial manipulations. Few of the 
respondents ( 4% very low and 17.6% low) are not conversant with the incidence 
of financial manipulations. 
3. Regarding the extent to which top management compensation package tied 
to performance contributes to financial manipulations, majority (84.8%) 
moderately or highly affirmed this. 
4. Regarding the management demand for improved earnings contribute to 
financial manipulations, majority of the respondents rated very high (20%), 
high (34.4%) and moderate (36.8%). 
5. Sizeable number of the respondents affirmed that shareholders' demand for 
improved dividend motivates the management to indulge in financial 
manipulations. 15.2% very high, 28.8% high, 30.4 moderately high, 23.2% 
low and 2.4% very low. 
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A  s u b s t a n t i a l  n u m b e r  o f  t h e  r e s p o n d e n t s  r e p r e s e n t i n g  8 7 . 2 %  r a t e d  a s  e i t h e r  
v e r y  h i g h ,  h i g h  o r  m o d e r a t e  t h a t  l o o p h o l e s  i s  G A A P  c o n t r i b u t e  t o  f i n a n c i a l  
m a n i p u l a t i o n s . 1 0 . 4 %  r a t e d  a s  l o w  w h i l e  o n l y  2 . 4 %  r a t e d  a s  v e r y  l o w .  
M a j o r i t y  o f  t h e  r e s p o n d e n t s  a f f i r m e d  t h a t  f l e x i b i l i t y  i n  a c c o u n t i n g  s t a n d a r d s  
e n c o u r a g e  m a n a g e m e n t  t o  e n g a g e  i n  f i n a n c i a l  m a n i p u l a t i o n s . 1 5 . 2 %  r a t e d  t h e i r  
l e v e l  o f  a w a r e n e s s  v e r y  h i g h ,  3 3 . 6 %  r a t e d  h i g h ,  3 0 . 4 %  r a t e d  m o d e r a t e l y  h i g h ,  
1 9 . 2 %  r a t e d  l o w  a n d  1 . 6 %  r a t e d  v e r y  l o w .  
M a j o r i t y  o f  t h e  r e s p o n d e n t s  r a t e d  v e r y  h i g h  ( 8 % ) ,  h i g h  (  3 2 % )  a n d  m o d e r a t e  
( 2 7 . 2 % )  r e l a t i n g  t o  h o w  e m p l o y e e s  d e m a n d  f o r  i m p r o v e d  w a g e s  c o n t r i b u t e  t o  
f i n a n c i a l  m a n i p u l a t i o n s . 2 4 %  a n d  8 . 8 %  r a t e d  l o w  a n d  v e r y  l o w  r e s p e c t i v e l y .  
M a j o r i t y  o f  t h e  r e s p o n d e n t s  r a t e d  v e r y  h i g h  ( 1 9 . 2 % ) ,  h i g h  ( 2 4 . 8 % )  a n d  
m o d e r a t e  ( 3 2 % )  t h a t  e x i s t e n c e  o f  p e r f o r m a n c e  r a t i n g  a g e n c i e s  a n d  a n a l y s t s  
s p e c u l a t i o n s  m o t i v a t e  m a n a g e m e n t  t o  i n d u l g e  i n  f i n a n c i a l  m a n i p u l a t i o n s .  L o w  
r e s p o n s e s  w e r e  2 4 % .  
R e s u l t  a n d  I m p l i c a t i o n s  
A s  e a r l i e r  s t a t e d  t h e  t h r e e  h y p o t h e s e s  w e r e  p u t  f o r w a r d  a n d  t e s t e d  u s i n g  C h i  s q u a r e  
s t a t i s t i c s .  I t  w a s  o b s e r v e d  t h a t  a t  1 %  l e v e l  o f  s i g n i f i c a n c e ,  t h e  C h i  s q u a r e  ( X
2
)  6 8 . 3 5  
c o m p u t e d  i s  g r e a t e r  t h a n  t h e  t a b u l a t e d  v a l u e  o f  1 3 . 2 8  a t  4  d e g r e e  o f  f r e e d o m .  T h e  
i m p l i c a t i o n  o f  t h i s  r e s u l t  i s  t h a t  t h r e e  n u l l  h y p o t h e s e s  w e r e  r e j e c t e d  a n d  t h e r e f o r e ,  t h e  
a l t e r n a t i v e  h y p o t h e s e s  w e r e  r e t a i n e d .  T h e  r e s e a r c h e r s  t h e r e f o r e  c o n c l u d e  t h a t  t h e  
h i t h e r t o  i d e n t i f i e d  c a u s e s  s u c h  a s  e m p l o y e e s  a n d  t o p  m a n a g e m e n t  c o m p e n s a t i o n  
p a c k a g e  t i e d  t o  p e r f o r m a n c e ,  l o o p h o l e  i n  G A A P ,  f l e x i b i l i t y  i n  a c c o u n t i n g  s t a n d a r d ,  
a g e n c y  r a t i n g ,  s h a r e h o l d e r s '  d e m a n d  f o r  r e g u l a r  d i v i d e n d  a n d  i m p r o v e d  e a r n i n g  a c t u a l l y  
m o t i v a t e  m a n a g e m e n t  t o  i n d u l g e  i n  c r e a t i v e  a c c o u n t i n g .  T h i s  c o n f i r m e d  t h e  r e s p o n d e n t s '  
o p i n i o n  t h a t  t h e  f o l l o w i n g  i d e n t i f i e d  c a u s e s  a c t u a l l y  e n c o u r a g e  m a n a g e m e n t  t o  e n g a g e  
i n  f i n a n c i a l  m a n i p u l a t i o n s .  
S u m m a r y  a n d  C o n c l u s i o n  
T h e  s t u d y  f o c u s e d  o n  d e t e r m i n a n t s  o f  c r e a t i v e  a c c o u n t i n g  t o  d e t e r m i n e  w h e t h e r  t h e  
i d e n t i f i e d  c a u s e s  a c t u a l l y  e n c o u r a g e  c r e a t i v e  a c c o u n t i n g  o r  t h a t  t h e y  a r e  a  p r o d u c t  o f  
r e s e a r c h e r s  i n t u i t i o n  t h a t  h a v e  n o  e m p i r i c a l  b a s i s .  T h e  r e s e a r c h e r s  d i s c o v e r e d  t h a t  t h e  
h i t h e r t o  i d e n t i f i e d  f a c t o r s  s u c h  a s  e m p l o y e e s  a n d  t o p  m a n a g e m e n t  c o m p e n s a t i o n  
p a c k a g e  t i e d  t o  p e r f o r m a n c e ,  l o o p h o l e  i n  G A A P ,  f l e x i b i l i t y  i n  a c c o u n t i n g  s t a n d a r d ,  
a g e n c y  r a t i n g ,  a n d  s h a r e h o l d e r s '  d e m a n d  f o r  r e g u l a r  d i v i d e n d  a n d  i m p r o v e d  e a r n i n g ,  
a c t u a l l y  c o r r e l a t e  w i t h  c r e a t i v e  a c c o u n t i n g .  
R e c o m m e n d a t i o n s  
B a s e d  o n  t h e  f i n d i n g s ,  t h e  f o l l o w i n g  a r e  r e c o m m e n d e d  t o  d e a l  w i t h  t h e  a f o r e m e n t i o n e d  
i d e n t i f i e d  c a u s e s  o f  c r e a t i v e  a c c o u n t i n g :  
1 .  R e g u l a t o r s  a n d  p o l i c y  m a k e r s  s h o u l d  t h o r o u g h l y  r e v i e w  G A A P  a n d  a c c o u n t i n g  
s t a n d a r d s  i n  o r d e r  t o  b r i d g e  t h e  g a p  a n d  l o o p h o l e s ;  
2 .  T h e  B o a r d  o f  D i r e c t o r s  s h o u l d  a d o p t  a  p a y  p a c k a g e  f o r  b o t h  t h e  m a n a g e m e n t  
a n d  e m p l o y e e s  n o t  t o t a l l y  t i e d  t o  p e r f o r m a n c e  b u t  b a s e d  o n  t h e  i n d u s t r y  
s t a n d a r d ;  
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Determinants Of Creative Accounting 
3. There should be a stiff penalty by the relevant accounting bodies for any 
accountant engaged in financial manipulation to serve as a deterrent to others; 
4. Nomination and election into the membership of audit committee should be 
based on integrity and relevant business experience, auditing and accounting 
knowledge and 
5. Rating agencies should engage the services of forensic accountants and auditors 
who can see beyond figures presented in the financial statement. . 
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